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The Securities and Exchange Commission today announced the adoption of an
amendment to Regulation S-X designed to provide for special disclosure of war
costs, losses, and expenses currently being recognized. The amendment adds a new
sub-paragraph (d) to Caption 16 of Rule 5-03 of the Commission's Regulation S-X
which governs the form and content of most financial statements required to be
filed under the Securities Act of 1933 or the Securities Exchange Act of 1934.
Where war items are excluded from the income account and carried directly to
surplus or reserve accounts, the new rule calls for the net aggregate amount so
excluded to be set forth following the net income for the period. The nature,
amount and treatment of excluded items is to be shown in an appropriate manner.
If the excluded items were deductible for tax purposes, a brief explanation of
their tax effect should be included. In addition the new sub-paragraph (d) requires appropriate disclosure of any substantial amounts of war items included in
the income statement. If exact amounts cannot be given, the rule permits a
company to explain the circumstances with an estimate of the amounts involved.
Finally, a statement is required of the principle followed in classifying particular items as attributable to conditions arising out of the war or its
termination.
The proposed amendments were drafted as a result of a staff survey of the
practices being followed in the creation and utilization of so-called war reserves and of the character of items which were considered by various companies
to be attributable to conditions arising out of the war or its termination. It
appeared from the studies made that during the last five years or more many
business corporations had set aside substantial amounts as reserves against
anticipated, though usually indeterminate, costs and losses broadly characterized
as attributable to operations during the war period. In most instances such
reserves were set up by means of charges reflected in the annual income statements either before or after the determination of net income. In other instances
reserves of an apparently similar character had been set up by charges against
earned surplus. Finally, it appeared from collateral disclosures made in
financial statements that some companies, although recognizing the possibility of
such costs and losses, had set up no reserves but had instead regarded earned
surplus as available to absorb any such charges.
In cases arising in recent months there has also been evidence of a correlative diversity in the accounting treatment proposed for war costs and losses
consequent to the termination of war operations and conversion to peacetime
business. In some instances it appeared that companies proposed to charge any
such items directly to reserves. In some of these cases, moreover, the items
involved were only in a general sense within the categories of items for which
the reserves had been described as having been set up. In other cases, companies
proposed to charge war items directly to earned surplus or to income, without
regard to whether war reserves had been provided. It also appeared that little
uniformity of opinion existed as to what constituted a war cost as opposed to
items fairly attributable to post war operations.
The problems of the treatment to be accorded war items may, of course, be
expected to be of relatively short duration. Many companies have already
indicated that they do not anticipate any further, unforeseen war items of a
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substantial amount. In general, moreover, it appears that by the close of
the current year nearly all companies will be in a postition to estimate with
reasonable accuracy their further need for war reserves. As soon as this
condition exists, it may be expected that companies will dispose finally of
any remaining and unneeded balances of war reserves,,
Under these circumstances it was determined not to adopt rules prescribing
the particular treatment to be followed with respect to war items, but to require
instead the special disclosures called for by the new rule.
Drafts of the amendment were sent for comment to a large and representative
group of registrants, as well as to professional and technical associations,
financial services, attorneys, accountants and other interested persons. A
substantial majority of those from whom comments were received approved the new
rule in principle although suggesting a variety of technical changes. Effect
has been given in the final draft to many of the technical suggestions received.
The text of the Commission's action follows:
The Securities and Exchange Commission, acting pursuant to authority
conferred upon it by the Securities Act of 1933, particularly Sections 7 and 19
(a) thereof, and the Securities Exchange Act of 1934, particularly Sections
12, 13, 15 (d), and 23 (a) thereof, and deeming such action necessary and appropriate in the public interest and for the protection of investors and necessary
for the execution of the functions vested in it by said Acts, hereby amends
Caption 16 of Rule 5-03 of Regulation S-X to add the following new sub-paragraph
(d):
"(d) Disclosure of War costs, losses, expenses and income.
(1) Items excluded from the profit and loss or income statement: If any
substantial amounts of costs, losses, expenses or income attributable to conditions
arising out of the war or its termination have been excluded from the profit and
loss or income statement and charged or credited directly to surplus or reserve
accounts on the ground that such items are not considered applicable to operations
during the period of report, show the net aggregate amount of all such excluded
items under an appropriate separate caption set forth following caption 16 but
neither added to, nor deducted from, caption 16. The following information as to
such excluded items shall be given, preferably in tabular form, either under this
caption or by means of a footnote or schedule referred to under this caption:
(i) The nature and amount of each major category of the excluded items.
(ii) The account or accounts to which such items were charged or credited and
the amounts involved.
(2) Items Included within the profit and loss or income statement: If the
profit and loss or income statement for the period of report includes substantial
amounts of costs, losses, expenses or income (including transfers from war reserves)
which in the registrant's opinion are attributable to conditions arising out of
the war or its termination but are not applicable to production and sale of goods
or services during the period of report, the amounts so included shall, if
practicable, be segregated under appropriate captions. If segregation is not
practicable, a brief statement of the circumstances shall be made as a part of the
statement required by paragraph (3), together with an estimate of the amounts
involved.
(3) Statement of policy: A concise statement shall be made in a footnote of
the principle followed in determining that items of costs, losses, expenses or income were attributable to conditions arising out of the war or its termination and
were not applicable to the production and sale of goods and services during the
period of report."
Effective: March 31, 1946

